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CORE ASSET SCENARIO 
GENERATION 



RECEIVE PARAMETERS 
FOR ONE OR MORE 

FUNCTIONS 
DESCRIBING STATE 
VARIABLES 



I 



GENERATE SIMULATED 
VALUES FOR THE STATE 
VARIABLES 



I 



DETERMINE RETURNS 
FOR CORE ASSET 
CLASSES 




Figure 4 



MAPPING FACTORS ON 
CORE ASSET CLASSES 
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DETERMINE CORE 
ASSET CLASS LOADING 
(BETA COEFFICIENTS) 
FOR EACH FACTOR 
ASSET CLASS 
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PERFORM REVERSE 
OPTIMIZATION TO 
DETERMINE IMPLIED 
FACTOR ALPHA 
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GENERATE FACTOR 
RETURNS ALPHA 
BASED UPON 
ESTIMATED ALPHAS 

FROM REVERSE 
OPTIMIZTION AND 
BETA COEFFICIENTS 
FROM REGRESSION 
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END 
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EXPOSURE 
DETERMINATION 
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RECEIVE HISTORICAL 
RETURNS FOR ONE OR 
MORE FINANCIAL 
PRODUCTS 
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RECEIVE FACTOR ASSET 
CLASS RETURNS 
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FOR EACH FINANCIAL 
PRODUCT DETERMINE 
EXPOSURES TO FACTOR 
ASSET CLASS RETURNS 
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FOR EACH FINANCIAL 
PRODUCT DETERMINE 
EXPECTED ALPHA 
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Figure 6 
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PORTFOLIO OPTIMIZATION 
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RECEIVE INFORMATION 
REGARDING EXPECTED 
WITHDRAWALS 



I 



RECEIVE INFORMATION 
REGARDING FUTURE 
CONTRIBUTIONS 
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RECEIVE INFORMATION 
REGARDING THE TIME 
HORIZON 
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RECEIVE INFORMATION 
REGARDING THE 
USER'S RISK 
TOLERANCE 
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DETERMINE 
MEAN-VARIANCE 
EFFICIENT PORTFOLIO 
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END 
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Figure 8 



PLAN MONITORING 
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RETRIEVE DATA 
NEEDED FOR 
REEVALUATING THE 
CURRENT PORTFOLIO 
AND FOR DETERMINING 
A CURRENT OPTIMAL 
PORTFOLIO 
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DETERMINE CURRENT 
OPTIMAL PORTFOLIO 
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EVALUATE CURRENT 
PORTFOLIO 
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